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Differentiating 
AN O T H E R corporation apparently has been added to the list of those who 
have been misled as to the precise nature 
of capital stock without nominal or par 
value. The evidence is contained in an 
advertisement of a recent stock offering. 
The advertisement in question offers a 
number of shares of Class A stock of a cer-
tain corporation. The company also has 
an amount of Class B stock outstanding. 
Both classes represent stocks of no par 
value. The offering sheet states plainly 
that "the company has no bonds, pre-
ferred stock, or funded debt." 
Nevertheless, Class A stock is described 
as having priority over Class B stock both 
as to assets and as to dividends. With 
regard to dividends, Class A stock is en-
titled to non-cumulative payments of 
seventy-five cents a share before any 
declarations may be made on Class B 
stock. Before Class A stockholders may 
receive any further dividends, however, 
Class B stockholders are entitled to a pay-
ment equal in the aggregate to the total 
amount paid Class A stockholders. Any 
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further dividends are to be divided equally 
between the two classes. 
Somewhat the same provisions are to 
apply to the distribution of net assets in 
case of liquidation or dissolution of the cor-
poration. Each share of Class A stock is 
entitled to twelve dollars before Class B 
stockholders receive anything. The latter 
are then to receive, for ratable division 
among themselves, an amount equal in the 
aggregate to the total paid to Class A 
stockholders. The two classes are to share 
equally in whatever surplus remains, if 
any. Class A stock is non-voting, except 
as specially provided. It was offered at 
$11.25 per share. 
It will be noted that the provisions 
governing the issuance of the Class A 
stock bear all the earmarks of a regular 
preferred issue. Nevertheless, the stock is 
never referred to as such. It is even stated 
specifically that the corporation has no 
preferred stock. The two classes are 
evidently taken as being slight variations 
of one class of common stock. 
The confusion very probably arose be-
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cause of a misunderstanding as to the 
nature of capital stock without par value. 
A notion seems to be prevalent in some 
quarters that the abolition of all par value 
automatically" eliminates the distinction 
between classes of stock. It has been ar-
gued that where the stock of a corporation 
is without par value, it is unnecessary to 
keep any accounts for capital invested 
other than one "net worth account." 
Such reasoning is utterly fallacious. The 
removal of par value from preferred and 
common stock does not make them the 
same. One still has certain rights which 
the other does not possess. And even in 
cases where there is only one kind of stock, 
the capital contributed in exchange for 
stock certificates should not be merged on 
the books with surplus arising from opera-
tions, appraisals, or other sources, although 
such a merger is made for purposes of 
finding the equity which the stock certi-
ficates represent. Unless the different ele-
ments are kept separate, it would be very 
difficult to know just when dividend 
payments began to encroach on capital 
invested. 
The question of the desirability of pre-
ferred stock without par value has been 
discussed many times. It appears that 
there is more disadvantage than advantage 
in removing par value from issues of pre-
ferred stock. Confusion is likely to occur 
when both common and preferred stock 
exist without par value, in defining the 
rights of each class. It is sometimes neces-
sary to assign an arbitrary value to non-
par preferred stock, as in the case at hand. 
Then, wherein lies the advantage in re-
moving par value at all? 
Preferred stock is usually issued as a 
class of securities midway between bonded 
indebtedness on the one hand and common 
stock on the other. It partakes somewhat 
of the nature of both. It usually has 
enough of the characteristics of long-term 
bonds to render the abolition of par value 
a very questionable procedure. 
